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SUBJECT: Conmmunity Devel opnent Corporation Contributions Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
X amended_April 28, 1999

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALYSES OF BILL ASINTRODUCED _ February 25, 1999 AND
AMENDED _April 28,1999 , STILL APPLY.

OTHER - See comments below.

SUMVARY OF BILL

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow a credit for 50% of the anmpbunt contributed to an
eligible comunity devel opnent corporation

The Revenue and Taxation Code provisions relating to the insurance gross prem um
tax credit is not adm nistered by the departnment and, therefore, is not discussed
in this analysis.

SUMVARY OF AMENDMENT

The May 28, 1999, anendnents reduced the annual aggregate conmunity investnment
tax credit that nmay be allocated by the conmttee from$50 mllion to $30
mllion. The amendnments al so included a sunset date of January 1, 2008, to
correspond to the repeal date of Decenber 1, 2008, for the credit.

The May 19, 1999, anendnents increased the annual aggregate credit that may be
all ocated to one taxpayer from $250,000 to $500,000. The May 19, 1999,
anmendnents al so extended the repeal date from 2005 to 2008 and accepted the
techni cal anmendnents proposed in the departnent’s analysis of the bill as anended
April 28, 1999.

Except for the above discussion, the technical considerations, and the revenue

estimate, the departnent’s anal yses of the bill as introduced February 25, 1999,

and anended April 28, 1999, still apply. The departnent’s inplenentation

concerns still apply and are provi ded bel ow.
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| MPLEMENTATI ON CONSI DERATI ONS

This bill raises the follow ng inplenentation considerations:

1.

In the case of a contribution for facility support, the fact that the conmttee
awards a credit certification would not necessarily mean that the contributing
taxpayer may claimthat credit. The issue arises because the conmttee woul d
not provide the contributing taxpayer with the certificate, but rather would
provi de the voucher to the eligible comunity devel opment corporation, which
then woul d provide the certificate to the taxpayer only upon the initiation of
construction. Thus, the commttee may award credit certificates and the

t axpayer may nmake the contribution, but the corporation may choose not to
initiate construction inmediately or not at all. This also | eaves unclear

whet her contributing taxpayers could claimthe credit in the year other than in
that in which the contribution was made since a certificate could not be
provided in the year of contribution if construction has not begun. Mreover,
since the provision of the bill that disallows a deduction for anounts
contributed for which this credit is allowed applies only to "expenses paid or
incurred for the taxable year,” if the contribution were delayed until a future
year when construction is initiated, then the disall owance provision mght not
apply and taxpayers would be allowed a charitable contribution deduction in the
year of contribution and a full 50%credit in a future year.

The bill | eaves unclear what woul d happen to credit certificates awarded to
eligible corporations in one year, but not provided to taxpayers in that year
or future years. It is unclear if the corporation could provide the

certificate to a taxpayer in the next year

The definition of “lowincome geographic area” refers to adjustnment “fromtine
to time” by the U S. Census Bureau. It is unclear whether the reference
regarding adjustnent is to the geographic area or the nedian incone.

This bill |eaves unclear whether the $30 nillion annual aggregate allocation
limtation applies to all three credits (PITL, B&CTL, and gross prem uns tax)
collectively or individually, since the provision states “pursuant to this,”

t hereby | eaving unclear to what “this” refers. Further, this bill |eaves

uncl ear whet her any unallocated credit froma prior year could be added to the
total anpunt allocable for all projects in the next year.

Subdi vi sion (k) appears to ensure that taxpayers who wi sh to contribute nore
t han the $500, 000 annual maxi mum woul d not be precluded fromso doing by the
fact that no credit would be allowed for any excess credit. However, the
subdi vision is unclear and could be msinterpreted and should be clarified.

This bill would not require the taxpayer to retain the credit certificate to
denmonstrate the taxpayer’s eligibility for the credit. Wthout this
certification, it may be difficult for the departnment to verify whether the
taxpayer is allowed the credit and the anmount of the allowable credit.

Cenerally when credits are allocated by a governnent entity, the credit

provi sions require that government entity to provide the departnent with an
annual list of taxpayers to whomthe credit was allocated. This bill would not
require the conmttee to provide an annual list to the departnent.
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Since the credit would be allocated to community devel opment corporations for
ultimate distribution to taxpayers upon receipt of contributions, it is unclear
whet her the committee would ever have sufficient information to provide a
listing to the departnent.

8. It is unclear how the phrase "controlled by" is intended to be interpreted in
referring to the ineligibility of any conmunity devel opnent corporation that is
establi shed or controlled by a taxpayer seeking a credit under this section.

For this purpose, "control" could refer to either a tax |law definition of
control (sonetinmes nore than 50% and other tinmes nore than 80%, or whether a
| esser or non-tax law standard is intended (such as m ght exist where three
unrel ated corporations jointly establish and funnel contributions to a CDC).

REVENUE ESTI MATE

The May 28, 1999, anendnents decreased the maxi num aggregate credit that may be
al l ocated annually from$50 mllion to $30 mIlion, while the May 19 anmendnents

i ncreased the amount that may be all ocated to one taxpayer from $250,000 to

$500, 000. Order of magnitude revenue | osses as estimated for the bill as anmended
April 28, 1999, are increased from$3 mllion to $4 mllion in 2001-02, from $8
mllion to $9 mllion in 2001-02 and renain the same at $13 mllion in 2002-03.
Estimates do not include any | osses attributable to insurance tax | aw

Esti mat ed Revenue | npact of AB 1080
As Amended 5/28/99
[$ In MIlions]
1999- 00 2000-01 2001- 02 2002- 03
m nor | oss -$4 -$9 - $13

Mnor loss is | ess than $500,000. The bill would be effective with
i nconme/ t axabl e years beginning on or after January 1, 2000.

Based on prior experience for the | owincone housing credit, revenue | osses from
applied tax credits for the initial years would be significantly | ess than
aut hori zed al | ocati ons.

Reduci ng the aggregate credit allocated annually to $30 mllion does not
significantly reduce previous estimates in the initial years. It is likely that
proj ected taxpayer contributions in the initial years would be nuch the sane,
irrespective of a cap anmount in excess of $15 mllion. Therefore, credits in the
initial years would be allocated and applied at roughly the same nmagnitude as
previously estimated. The inpact of the reduction in the annual cap woul d becone
nmore pronounced in |ater years.

Increasing the total credit that could be allocated to any one taxpayer in any
year from $250, 000 to $500, 000 i ncreases the estimted revenue inpact because
sonme taxpayer likely would contribute in excess of $250, 000.
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